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EXPOSURE DRAFT
This draft has been prepared or discussion pur­
poses. It has not been adopted by the Accounting 
Principles Board and should not be considered as 
indicative of the views of any or all Board members.
Proposed APB Opinion 
Reporting the Effects of 
Extraordinary Events and 
Transactions
This draft Opinion provides more definitive criteria for 
determining whether an event or transaction should be 
reported as an extraordinary item. To be reported as 
extraordinary, an event or transaction must be clearly 
unrelated to the ordinary activities of the entity in the 
context of the environment in which it operates and 
must be of a type that is not expected to recur in the 
foreseeable future. Material unusual events or trans­
actions which do not qualify as extraordinary items are, 
nevertheless, to be fully disclosed.
Issued by the Accounting Principles Board of the 
American Institute of Certified Public Accountants 
for Comment from Persons Interested in Financial Reporting
Comments should be received by February 19, 1973 and 
addressed to Richard C. Lytle, Administrative Director, APB 
at the Institute’s Offices, 666 Fifth Avenue, N.Y., N.Y. 10019
E X P O S U R E  D R A F T
INTRODUCTION
1. In 1966 the Accounting Principles 
Board issued APB Opinion No. 9, 
Reporting the Results of Operations. 
Part I of that Opinion concluded that 
net income should reflect all items of 
profit and loss recognized during the 
period except for certain prior period 
adjustments. The Opinion further pro­
vided that extraordinary items should 
be segregated from the results of ordi­
nary operations and shown separately 
in the income statement, with disclo­
sure of the nature and amounts thereof.
2. Interpretation of the criteria for 
extraordinary items as set forth in APB 
Opinion No. 9 is difficult and signifi­
cant differences of opinion exist as to 
the intent of certain definitions and 
criteria. A review of financial report­
ing practices in recent years provides 
evidence that there has been incon­
sistent application of the criteria for 
determination of extraordinary items.
3. The purposes of this Opinion are
(1) to provide more definitive criteria 
for the determination of extraordinary 
items by clarifying and, to some extent, 
modifying the existing definition of 
and criteria for extraordinary items,
(2) to specify certain disclosure re­
quirements related to extraordinary 
items, and (3) to specify disclosure 
requirements for certain events and 
transactions which do not meet the 
criteria for classification as extraordi­
nary items.
4. The Board is also concerned about 
the various accounting treatments ac­
corded certain transactions involving 
the sale, abandonment, discontinuance, 
condemnation or expropriation of a 
segment of an entity (referred to in 
this Opinion as disposals of a segment 
of a business). This Opinion sets forth 
certain guidelines to be followed in 
accounting for disposals of a segment 
of a business.
DISCUSSION
5. Some accountants believe that 
accounting and reporting would be 
improved if there were no separate 
categories for extraordinary items and 
prior period adjustments. They believe 
the all-inclusive concept of net income 
is preferable. In their view, the use of 
arbitrary and subjectively defined cate­
gories are likely to mislead investors 
and tend to invite abuse of the in­
tended purposes of such classifications. 
As a consequence, they believe that the 
income statement basically should re­
flect two broad categories: Revenues 
and gains; expenses and losses. Prior 
period adjustments should be limited 
to the correction of errors. They also 
believe that the investor would be bet­
ter served by line reporting of the 
primary types of revenues, expenses 
and material unusual or nonrecurring 
items; or as an alternative, sufficient 
information relating to unusual or non­
recurring items should be otherwise 
disclosed to make it possible for the 
investor to make rational evaluations 
of the quality and relevance of such 
items to their particular decisions. They 
believe that these changes in account­
ing and reporting should be imple­
mented at the present time.
6. Some accountants believe that the 
usefulness of the income statement is 
enhanced when events or transactions 
which occur infrequently and that are 
of an unusual nature are segregated 
from the results of operations of the 
ordinary and typical activities of the 
entity and classified as extraordinary. 
They also believe that the criteria for 
extraordinary classification should be 
related to the environment in which 
the entity operates. In their view, man­
agement and the independent auditor 
are in a better position than others to 
make a judgment whether an event or 
transaction is related to the environ­
ment in which an entity operates. To
3
E X P O S U R E  D R A F T
them, the criteria defined in APB 
Opinion No. 9, paragraph 21, for de­
termining whether an event or trans­
action should be reported as extraordi­
nary lacks precision. Therefore, they 
believe that those criteria should be 
clarified and modified to require that 
an event or transaction must clearly 
meet the dual criteria of unusual nature 
and infrequency of occurrence in rela­
tion to the environment in which the 
entity operates. They also believe that 
there should be adequate disclosure of 
material events and transactions that 
are either unusual or nonrecurring, but 
not both.
7. Some accountants agree in part 
with the position described in para­
graph 6; however, they believe that a 
combination of rarity of occurrence 
and abnormality of financial effect 
should also qualify an event or trans­
action for extraordinary treatment. In 
their view extraordinary treatment 
would be appropriate for substantial 
losses such as those resulting from hur­
ricanes, floods, expropriation, prohibi­
tion by a newly enacted law, and oper­
ating losses on long-term construction- 
type projects.
Applicability
8. This Opinion supersedes para­
graphs 20, 21 and 22 of APB Opinion 
No. 9. Exhibits A through D of that 
Opinion are modified to the extent that 
the notes thereto suggest that the effects 
of certain events or transactions may 
be reported as extraordinary items in­
consistent with the provisions of this 
Opinion. This Opinion does not mod­
ify or amend the conclusions reached 
with respect to the classification of 
certain events and transactions as ex­
traordinary items in APB Opinion No. 
11, paragraphs 45 and 61, and APB 
Opinion No. 16, paragraph 60. Prior 
APB Opinions which refer to the su­
perseded paragraphs noted above are
modified to insert a cross reference to 
this Opinion.
OPINION
Income Statement Presentation 
and Disclosure
9. The Board has reconsidered the 
method of presentation of the results 
of operations set forth in APB Opinion 
No. 9 and reaffirms the concept of 
segregating extraordinary items in the 
income statement for the reasons set 
forth in paragraph 6 of this Opinion 
and paragraph 19 of APB Opinion 
No. 9.
10. In accordance with the approach 
described in paragraphs 17-19 of APB 
Opinion No. 9, the following main cap­
tions should appear in the income state­
ment when extraordinary items are re­
ported:
Income before extraordinary items 
Extraordinary items (less applicable 
income taxes)
Net income
The caption extraordinary items should 
be used to separately identify the ef­
fects of those events and transactions 
that meet the criteria for such classi­
fication. Descriptive captions for and 
the amounts of individual extraordi­
nary events or transactions should ap­
pear in the income statement; however, 
if impracticable to disclose on the face 
of the income statement, their disclo­
sure in the related notes is acceptable. 
The amount of income tax applicable 
to extraordinary items should be dis­
closed either on the face of the income 
statement or alternatively in the related 
notes. If there are no extraordinary 
items, the caption net income should 
replace the three captions shown above.
Conditions for Determination of 
Extraordinary Items
11. The segregation in the income 
statement of the effects of events or 
transactions that are extraordinary
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items, as that term is defined in para­
graph 12, requires the exercise of 
judgment. The Board concludes that 
an event or transaction should be pre­
sumed to be an ordinary and usual 
activity of the reporting entity, and 
hence includible in income before ex­
traordinary items, unless the evidence 
clearly supports its classification as an 
extraordinary item as defined in this 
Opinion.
12. Extraordinary items are derived 
from events and transactions that are 
distinguished by their unusual nature 
and by the infrequency of their occur­
rence. Thus, to be classified as an ex­
traordinary item, both of the following 
conditions must be met:
(a) Unusual nature— the underlying 
event or transaction must be 
clearly unrelated to, or only in­
cidentally related to, the ordinary 
and typical activities of the en­
tity taking into account the en­
vironment in which the entity 
operates. (See discussion in par­
agraph 13.)
(b ) Infrequency of occurrence— the 
underlying event or transaction 
must be nonrecurring; that is, 
the event or transaction must be 
of a type that would not reason­
ably be expected to recur in the 
foreseeable future. (See discus­
sion in paragraph 14.)
13. Unusual Nature. For purposes 
of this Opinion, events or transactions 
that possess a high degree of abnor­
mality and that are clearly unrelated 
to, or only incidentally related to, the 
ordinary and typical activities of the 
entity, taking into account the environ­
ment in which it operates, are deemed 
to be unusual in nature. The typical 
activities of an entity must be related 
to specific characteristics of the entity 
such as relative size, scope of opera­
tions, lines of business, and operating 
policies. The environment in which
an entity operates includes such factors 
as the characteristics of the industry 
or industries in which it operates, the 
geographical location of its operations 
and the nature of governmental regu­
lation. The environment in which an 
entity operates is a primary considera­
tion in determining whether an under­
lying event or transaction is abnormal 
and significantly different from the 
ordinary and typical activities of the 
entity. Thus, an event or transaction 
may be unusual in nature for one en­
tity but not for another entity because 
of the different characteristics of their 
respective environments. Because an 
event or transaction is beyond control 
of the management does not, of itself, 
make it unusual in nature.
14. Infrequency of Occurrence. Events 
or transactions of a type that cannot 
reasonably be expected to recur in the 
foreseeable future, when considered in 
relation to the typical business activi­
ties of the particular entity, are for 
purposes of this Opinion considered to 
occur infrequently. Determining the 
frequency or probability of occurrence 
of a particular event or transaction in 
an entity should take into account the 
environment in which it operates. Ac­
cordingly, a specific event might meet 
this condition for one company while, 
because of a different probability of 
occurrence, it might not meet this con­
dition for another company. The oc­
currence of an event or transaction in 
the past for a particular entity provides 
evidence for assessing the probability 
of recurrence of that type of event or 
transaction in the future. Extraordi­
nary items, by definition, occur infre­
quently; however, mere infrequency of 
occurrence does not alone imply that 
a particular event or transaction should 
be classified as an extraordinary item. 
On the other hand, an event or trans­
action of a type that occurs frequently 
in the environment in which the entity
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operates, by definition cannot be con­
sidered as extraordinary regardless of 
the financial effect involved. It should 
be presumed that the reoccurrence of 
events or transactions of a similar na­
ture in one period would be evidence 
that those types of events or transac­
tions occur frequently and therefore 
should not be classified as extraordi­
nary items.
15. Certain gains and losses (or pro­
visions for losses) do not constitute 
extraordinary items in an ongoing busi­
ness because they are usual in nature 
and may be expected to recur as a con­
sequence of customary and continuing 
business activities. Examples include:
• Write-down or write-off of receiv­
ables, inventories, equipment leased 
to others, or deferred research and 
development costs.
• Exchange gains or losses from fluc­
tuations of foreign currencies.
• Gains or losses on the sale or aban­
donment of capital assets.
• Effects of a strike, including those 
at competitors and major suppliers.
• Adjustment of accruals on long­
term contracts.
• That portion of the losses on the 
disposal of a segment of a business, 
or investment in a subsidiary or 
joint venture, which should have 
resulted from a valuation of the 
assets of the segment of the busi­
ness, the subsidiary or the joint 
venture on a going concern basis 
immediately prior to the disposi­
tion.
In rare situations an event may occur 
which clearly meets both conditions 
specified in paragraph 12 of this Opin­
ion, and thus qualify the gain or loss 
as an extraordinary item although it 
relates to one of the gains or losses 
enumerated above. For example, if a 
casualty occurs that clearly meets both
conditions specified in paragraph 12, 
all principal elements of the loss, such 
as inventories and productive assets, 
should be reported as an extraordinary 
item.
16. Disposal of a Segment of a Busi­
ness. The two criteria for an extra­
ordinary item, as defined in this Opin­
ion, must be applied to determine 
whether the gain or loss on disposal of 
a segment of a business should be re­
ported as an extraordinary item. The 
Appendix sets forth the guidelines that 
should be followed in accounting for 
the disposal of a segment of the busi­
ness.
Materiality
17. If the effect of an extraordinary 
event or transaction is determined to 
be material in relation to income be­
fore extraordinary items, to the trend 
of earnings before extraordinary items, 
or by other appropriate criteria, the 
item should be classified separately in 
the income statement in the manner 
described in paragraph 9. In determin­
ing whether an extraordinary event or 
transaction is material, items should al­
ways be considered individually and 
not in the aggregate. The effects of 
events or transactions which are clearly 
immaterial should not be reported or 
classified as extraordinary items.
Disclosure of Extraordinary 
Items
18. In addition to the reporting on 
the income statement of each extra­
ordinary event or transaction, as speci­
fied in paragraph 10, additional dis­
closure is required of the nature of the 
extraordinary event or transaction and 
the principal elements entering into 
the determination of the gain or loss, 
such as the assets disposed of and the 
amounts estimated for future losses. 
(See Appendix in respect to disclosures
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for disposal of a segment of a busi­
ness. )
19. Adjustment of an Extraordinary 
Item Reported in Prior Periods. Cir­
cumstances attendant to extraordinary 
items frequently require estimates of 
costs, and occasionally of revenues, as­
sociated with an event or transaction 
based upon judgment and evaluation of 
the facts known at the time of first ac­
counting for the event. Each material 
adjustment in the current period of an 
element of an extraordinary item that 
was reported in a prior period should 
be fully disclosed as to nature and 
amount and classified separately in the 
current period in the same manner as 
the original item. An adjustment of an 
extraordinary item that was reported 
in a prior period should be separately 
disclosed and not aggregated with an 
extraordinary item which would other­
wise be recognized in the current pe­
riod. However, if the adjustment is 
the correction of an error, the provi­
sions of APB Opinion No. 20, para­
graphs 36 and 37 should be applied; 
if it meets the criteria for a prior 
period adjustment as defined in para­
graph 23 of APB Opinion No. 9, 
paragraph 26 of that Opinion should 
be applied.
Disclosure of Unusual or 
Nonrecurring Items
20. Unusual or nonrecurring events 
and transactions that are material which 
do not meet both the conditions for 
classification as extraordinary items 
should be reported as components of 
income before extraordinary items and, 
if practicable, with full disclosure of 
the basic nature and financial effects of 
each such event or transaction on the 
income statement; alternatively, the in­
formation may be included in the notes 
to the financial statements. Unusual 
or nonrecurring items which are in the 
aggregate material should be disclosed.
EFFECTIVE DATE
21. This Opinion shall be effective 
for events and transactions occurring 
after December 31, 1972. However, 
the Board encourages earlier applica­
tion of the provisions of this Opinion.
NOTES
Opinions of the Accounting Prin­
ciples Board present the conclusions of 
at least two-thirds of the members of 
the Board, which is the senior technical 
body of the Institute authorized to issue 
pronouncements on accounting prin­
ciples.
Board Opinions are considered ap­
propriate in all circumstances covered 
but need not be applied to immaterial 
items.
Covering all possible conditions and 
circumstances in an Opinion of the 
Accounting Principles Board is usually 
impracticable. The substance of trans­
actions and the principles, guides, rules, 
and criteria described in Opinions 
should control the accounting for trans­
actions not expressly covered.
Unless otherwise stated, Opinions of 
the Board are not intended to be retro­
active.
Council of the Institute has resolved 
that Institute members should disclose 
departures from Board Opinions in 
their reports as independent auditors 
when the effects of the departures on 
the financial statements is material or 
see to it that such departures are dis­
closed in notes to the financial state­
ments and, where practicable, should 
disclose their effects on the financial 
statements ( Special Bulletin, Disclo­
sure of Departures from Opinions of 
the Accounting Principles Board. Octo­
ber 1964). Members of the Institute 
must assume the burden of justifying 
any such departures.
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APPENDIX
Guidelines for Accounting for
the Disposal of a Segment of 
a Business
Introduction
22. The Board has concluded that the 
following general guidelines should be 
observed in accounting for the disposal 
of a segment of a business.
23. For purposes of applying these 
guidelines, the term segment of a 
business may be related to a major line 
of business, geographic region, or class 
of customer and may be in the form 
of a subsidiary, a division or a depart­
ment providing that the assets and ac­
tivities of the unit can be clearly dis­
tinguished, both physically and for 
financial reporting purposes, from the 
other assets and activities of the entity. 
The disposal of a segment of the busi­
ness is an event which exerts a sig­
nificant impact on the continuing op­
erations of the entity. The disposal of 
a segment of the business must be 
distinguished from the phasing in or 
out of a product line or class of service, 
and the disposition of assets occasioned 
by technological improvements related 
to the normal evolution of the entity. 
The disposition of two or more unre­
lated assets resulting from the normal 
phasing in or out of a product line, 
class of service, or other assets that in­
dividually do not constitute a segment 
should not be combined and accounted 
for as the disposal of a segment of the 
business. Disposals of segments of a 
business are accomplished by various 
means and frequently involve complex 
interrelated transactions which may 
take place over varying periods of 
time.
24. When the disposal of a segment 
of a business clearly meets both con­
ditions specified in paragraph 12 of 
this Opinion, the resultant gain or loss,
if material, should be reported as an ex­
traordinary item. The following para­
graphs specify general guidelines that 
should be followed in accounting for 
gains and losses related to disposals of 
a segment of a business.
Costs Associated With Disposals
25. A gain or loss from the disposal 
of a segment of a business which is 
reported as an extraordinary item 
should not include costs and expenses 
normally associated with continuing 
business activities, such as write-downs 
or write-offs of receivables, inventories, 
capital assets, equipment leased to 
others, deferred research and develop­
ment costs or adjustments of accruals 
on long-term contracts that should have 
been made on a going concern basis. 
An extraordinary gain or loss should 
be reported if it can be demonstrated 
that, as a consequence of the disposal 
of a segment of a business, losses re­
sulting from disposal or write-offs of 
receivables, inventories, equipment 
leased to others, deferred research and 
development costs, capital assets, or 
adjustments of accruals on long-term 
contracts are a direct result of the de­
cision to dispose of the segment of the 
business and would not be the result 
of any write-offs or write-downs which 
should have been made on a going con­
cern basis immediately prior to the 
decision date as defined in paragraph
26. Results of operations prior to the 
decision date, and between the decision 
date and the date of disposal of a seg­
ment of a business, should not be in­
cluded in the extraordinary gain or 
loss (see paragraph 28).
26. Costs and expenses that can be 
directly associated with the decision to 
dispose, such as severance pay, pension 
costs, employee relocation expenses, 
future rentals on long-term leases to 
the extent they are not offset by sub­
lease rentals, should be estimated and
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included in determining the amount 
of the extraordinary item.
Decision Date
27. The decision date, that is the date 
the decision is made to dispose of a 
segment of a business, determines the 
appropriate period for recognition of 
the extraordinary gain or loss resulting 
from the disposal. For purposes of ap­
plying the provisions of this Opinion, 
the decision date is the date manage­
ment of the entity having authority to 
approve the decision has committed 
itself to a formal plan of action to dis­
pose of a segment of the business 
whether by sale or abandonment. Such 
plan of action should at least include 
identification of the major assets to be 
disposed of, the expected method of 
disposal, the expected period of time 
to complete the disposal, a plan of 
active pursuit of a buyer if the method 
of disposal is to be by sale, and the 
estimated amount of proceeds or sal­
vage to be realized upon disposal. If 
a loss is anticipated as a result of the 
proposed sale or abandonment, such 
loss should be recognized at the deci­
sion date. If a gain is anticipated, it 
should be recognized in the periods in 
which realization occurs.
Disclosure
28. Disclosure of the identity of the 
segment being disposed of and the 
principal elements entering into the 
determination of the estimated gain or 
loss including the carrying values and 
bases of principal assets and liabilities 
of the discontinued or to be discon­
tinued businesses should be made in 
the notes to the financial statements 
for the period encompassing the deci­
sion date and each subsequent period 
until disposal has been completed.
Results of Operations of
Discontinued Businesses
29. In circumstances where it is con­
templated that operations of the seg­
ment of the business to be disposed of 
will be continued during the period in 
which management is implementing 
the plan of action as described in par­
agraphs 24 and 26, results of opera­
tions from the decision date to the 
disposal date should continue to include 
normal charges for inventory, depreci­
ation, research and development, de­
ferred taxes, etc., on the basis of his­
torical cost prior to any write-down 
directly related to the disposal. Such 
results of operations should not be in­
cluded in the extraordinary gain or 
loss from disposal of the segment of 
the business; rather, the results of op­
erations thus determined should be sep­
arately reported in income before ex­
traordinary items. (Revenue, expenses, 
and income taxes applicable to a seg­
ment to be disposed should be disclosed 
in the notes to the financial state­
ments.) Comparable disclosure should 
also be made in financial statements for 
all prior periods presented.1 Where the 
contract for sale of the segment of the 
business specifies the continuation of 
operations as a condition of the sale 
and if there is a reasonable basis for 
estimation of the results of operations 
to the date of disposal, the operating 
results so estimated should be included 
in the computation of the extraordinary 
loss when the segment is being oper­
ated for the benefit of the buyer and 
the results of operations clearly are con­
sidered to be an effective adjustment of 
the purchase price of the segment.
1 The fact that the results of operations 
of the unit being disposed of cannot be 
separately identified strongly suggests that 
the transaction should not be accounted for 
as the disposal of a segment of the business.
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